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CHAPTER I
INTRODUCTION

In recent years, there has been an increasing tendency on the part
of government to take upon itself increased governmental functions relative
to public welfare considerations.

One expression of this interest is re-

flected in the several modifications and additions to the Social Security
Act of 1935, which was designed to provide Federal grants-in-aid to states
to help them aid the needy, aged, the blind, and children who had been
deprived of support or care by a parent's death, incapacity, or absence
from home.

One of the underlying philosophies of this act was to provide

aid for individual security.

The significance of recent changes in the

Federal Social Security Act is vital to the American people because it
affects the security of every human being, especially the working class.
The social security program is playing a more important role than ever in
the history of America.

It is the primary duty of the social security

programs to provide security for the working class in our democratic society.
It is apparent that public efforts to promote what is now called
"social security" have deep roots in our national life and outdate by
many years the passage of the Social Security Act.

For years after the

colonization of America, relief of the poor was carried on by local communities.

Relative to the first era of the social security act, Eveline

M. Burns stated that:

2

The local origin o f such pr ograms authorized by the Social
Security Act are opera ted by the sta tes and the Federa l government r ole is t o hel p finance, t o s ee t o it that the states conf orm t o the standards in the Feder al Law , and t o ass ist the
states in improving their programs.I
In order to aid the reader in gaining insi ght into the old-age
and survivors, disability insurance and old-age assistance programs
under investigation, the purpose of the study, its scope, method of
approach, and terms relevant to the study are presented below.
Purpose of the Study
The purpose of this study was to make an analysis of the related
programs that paved the way for social security, and to show pertinent
relationships between the two major plans, namely, old-age and survivors
insurance and old-age assistance.

What are the economic implications of

these plans on the public, employee, and employer?

A major portion of

this study centers around the changes relative to the significance of
recent changes in the Social Security Act.
Scope of the Study
The scope of this study covers a general analysis of the Social
Security Act and related data from 1935 to 1962 with emphasis on the
Social Security Act and its economic implications on the public, employee,
and employer.

An attempt will be made to show the relationship between

1Eveline M. Burns, Social Security and Public Policy (New York:
McGraw-Hill Book Co., Inc., 1956), pp. 34-35.

3

old-age, survivors and disability insurance policies and old-age assistance as they affected the public, employee and employer.
Method of Approach
The method of approach used in this study is largely in the nature
of library research.

Most of the data used in the study are taken from

academic journals germane to the field of economics, newspapers, federal,
state, and local public documents relating to social security and secondary sources in the social security field.
Terms Relevant to the Study
Included in this study are professional terms which are used by
educators and professional people in the field of economics.

To clarify

the meaning of these terms as they are used here, the following definitions are hereby listed:
Compensable Injury.--One arising out of and in the course of
employment.2
Employment.--The means by which human resources are applied and
made useful and valuable through their combination with other factors
to provide goods and services we all want and will buy. 3

2Herman M. Somers, Anne R. Somers, Workmen's Compensation: Prevention, Insurance, and Rehabilitation of Occupational Disability (New
York: John Wiley and Sons, Inc., 1954), p. 41.
3

Dale Yoder and Herbert G. Heneman, Jr., Labor Economics and
Industrial Relations (Dallas: Southwestern Publishing Company, 1959),
p. 76.

4

Federal Credit Union.--A cooperative association organized for
the purpose of promoting thrift among its members and creating a source
of credit for prevalent or productive purposes. 4
Insurance.--Insurance is simply a method of distributing the
monetary losses that would otherwise be experienced by some individuals
among a large number of individuals through some risk-bearing organization or system.5
Purpose of Tax.--The purpose of a tax is to provide revenue for
carrying on various functions in the interest of the public. 6
Services.--The services consist of things that possess utility,
7
scarcity, and transfer-ability, but not materiality.
Social Security.--Social security in its broadest sense could be
conceived to mean a system of guarantees to individuals against loss from
major and minor catastrophes arising from social, political, and economic
institutions and practices. 8

4wayne Vasey, Government and Social Welfare: Roles of Federal,
_S_t_a_t_e..., _a_n_d_L_o_c_a_l_Go_v_e_rn_m_en_ts_1_·n_A_d_m_i_n_i_s_t_e_r_i_n,..g_W_e_l_fa_r_e_S_e_r_v_i_c_e_s ( New York:
Henry Holt and Company, 1958), p. 97.
5Domenico Gagliardo, American Social Insurance (New York:
and Brothers Publishers, 1955), p. 11.

Harper

6E. R. A. Seligman, Essays in Taxation (New York: The Macmillan
Company, 1950), p. 432.
7
Paul F. Gemmill and Ralph H. Blodgett, Principles and Problems
of Economics (New York: Harper and Brothers, 1942), p. 40.
8 Gagliardo, op. cit., p. 10.
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Tax.--A tax is a compulsory contribution from the person to the
government to defray the expenses incurred in the common interest of all,
without reference to special benefits conferred. 9
Unemployment.--Involuntary idleness on the part of workers who
are able and willing to engage in productive activities if given the
chance to do so. 10
This chapter has been an introduction to the study under investigation.

The purpose of the study, its scope, method of approach, and

terms relevant to the study have been spelled out in this chapter.

One

approach used in the analyzation of the Social Security Act is the historical approach and it is to this approach of the act that attention is
now turned.

9seligman, op. cit., p. 432.
10Yoder and Heneman, Jr., op. cit., p. 77.

CHAPTER II
TIIE HIS1DRICAL BACKGROUND OF SJCIAL LEGISLATION
PRIOR TO 1935
The Period from 1900 to 1935
The Prevailing Philosophy of Social Legislation.--The prevailing
philosophy of social security during the period in question was based upon
the common law doctrines of reasonable care, assumption of risk, contributory negligence, and co-service.

The common law doctrines attempted to

establish the legal relationships between employer and employee regarding
compensation for injuries.

Moreover, the underlying philosophy of social

legislation prior to the passage of the Social Security Act affords an
excellent point of departure in gaining insight into the social security
act today.

Without a doubt, much of the underlying philosophy of social

legislation was based upon the common law which is termed social legislation today.

The doctrines of reasonable care, assumption of risk, the

doctrine of co-service are discussed below.
The Doctrine of Reasonable Care.--First of all, the logic behind
the doctrine of reasonable care was that the employer should exercise a
minimum amount of care, provide and maintain a safe place in which to
work, and provide machinery, tools, inspection, repairs, and competent
workmen.

In addition, under the conditions of the doctrine of reason-

able care, a workshop might be quite unsafe, but if were no more unsafe

7

than most others of its kind, the employer was not guilty of negligence.
It was presumed that the employer had contributed reasonable care in the
workshop.

Anyone who applied for work was considered competent, unless

of course, the employer knew that the applicant was not competent.

There-

fore, the employer's negligence was never presumed; the burden of proof
rested upon the employee.

According to the doctrine of reasonable care:

It is the master's duty to exercise reasonable care and diligence
in providing and maintaining a safe place in which to work, safe
machinery, tools and materials, inspection and repairs; suitable,
competent and sufficient fellow workmen, to establish and enforce
rules and regulations, and to warn of hidden or unusual dangers
known to him but not to the servant.l
For an injury resulting from failure to perform any part of this
duty, the employer was liable for damaged, whether the failure was his
own or that of one to whom the duty had been delegated.
was for the full amount of damage.

The liability

However, negligence on the part of

the employer did not automatically assure the injured employee of damages, for the employer had certain defenses which he could plead, even
though he was negligent.

The assumption of risk was a defense of the

employer and the employee in accepting the job was assuming the risk
involved in the employment.

This defense is discussed below.

The Doctrine of the Assumption of Risk.--There are two reasons
offered in justification of this defense:

first, knowing that he would

be exposed to risks such as accidents and diseases, the employee in effect contracted to bear the hazards, and that presumably these jobs are

1Domenico Gagliardo, American Social Insurance (New York:
and Brothers Rlblishing Company, 1955), p. 362.

Harper
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reflected in a higher rate of pay as compared to others.

Second, that

the doctrine of the assumption of risk by employee best promoted the
public interest by making injuries less liable to occur to the employee
and third persons.

The first reason is partially valid, but the cor-

relation between wages and dangers is not valid and varies with the
changing conditions in the labor markets.

In the second reason given

above, it has not been discovered that modern compensation laws, under
which the doctrine of assumed risk is completely deleted, have made employees any less anxious to avoid accidents.

The assumption of risk

was assumed by the employee, that is:
••• The servant assumes all the ordinary risk and hazards inherent in, incident to, or attendent upon his employment which
are purely fortuitous or open to common observation and are as
fully known to him as they are to his master, or which he is,
or may reasonably be expected to be, capable of knowing and measuring.2
Here again, the contention of the employer was that the employee
assumed all the ordinary risks and hazards inherent in his employment.
The liability of the doctrine of the assumption of risk contended that
the employee is responsible for hazards that might occur during a course
of employment.

Further defense in which an employer may desire to choose

is contributory negligence.

This defense is discussed below.

Contributory Negligence.--It is a rule of the common law, applicable to cases of industrial injuries, that where the employee's negligence,
in conjunction with that of the employer, contributes to his injury, the
employee can not recover damages.

The prevailing philosophy here was that

2Francis H. Bohlen, Studies in the Law of Torts (New York:
Bobbs-Merrill Company, 1926), p. 441.

The

9

the employer was liable only in assuming the employer was aware of the
employee's danger in time to have been able to avoid the injury by
exercising ordinary care, and the employee was either unaware of the
danger or if aware of it, then unable by exercising ordinary care to
have avoided the injury. 3
The defenses of assumption of risk and contributory negligence
are separate and distinct.

The assumption of risk arises from the dan-

gers inherent in employment, whereas contributory negligence arose from
neglect on the part of the employee to perform a duty in which such
neglect aggravated a danger.
tion of conduct.

The assumptions of risk involved a ques-

They tend to lose their identity and merge into one,

however, where dangers are so obvious and appreciated that ordinarily
employees do habitually assume the risks and men under the stress of
necessity assume the risks for extra pay.

The final defense in this

frame of reference with regard to employer and employee legal relationship is co-service.

This defense is discussed below.

The Co-Service Doctrine.--The principle governing liability was
that every person shall be liable to others only when he is at fault.
The rule of respondent superior, which holds that the employer is vicariously liable to a third party for the wrongful conduct of his employees
in the furtherance of the employer's business, is quite apparent in this
particular setting under the co-service doctrine, if an injury to a
worker resulted from the combined negligence of the employer and employee,
the employer is liable unless his negligence was remote, but he is not

3

Ibid., p. 443.
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liable if the employee's negligence would have caused the injury even
had the employer not been negligent. 4
The employer had three powerful affirmative defenses against
the employee, they are the assumption of risk, contributory negligence,
and co-service.
It is apparent that the common law is invalid as the basis for
compensating occupational injuries in a modern economy.

The defects

have been clearly set forth many times and will be only briefly summarized here.

First of all, the logic behind that body of law has

ceased to have validity in increasingly large segments of the economy
which is characterized by complexity of organization.

Moreover, it

should be indicated that from the social point of view, the law was
seriously defective.

For example, injured employees who received

inadequate compensation became burdens on governmental agencies or
on individuals.

Obviously, a considerable amount of respect and con-

fidence on employee and employer sides is necessary, not only to the
efficiency of industry, but to the stability and harmony of social
life in the community.
Because of weakness and other tactics, a new body of law
based on modern social and economic was needed.

That body of law

needed to be based on the principle of injury and compensation.

In

short, the major need was for a system that would make industry liable to compensate the employee for the injuries without regard to the

4Gagliardo, op. cit., pp. 365-366.
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burdens of whose fault.

A partial solution has been found in workmen's

compensation.
Workmen's Compensation.--Workmen's compensation was the first
form of social insurance developed in the United States.

There are

many kinds of workmen's compensation laws and they vary with the state
in question.

The compensability of injuries suffered in the employment

of others has been in the main determined in accordance with legal patterns.

An excellent frame of reference can be found in chronological

development of early trends in social insurance.
The framework which underlies the workmen's compensation law
for accidents was established in this country in 1910.

According to

the state of New York this law, the "employer" must assume the risk
that accidents will happen in his business.

His liability is limited

to the extent of the benefits specified in the law for each kind of
accident. 5
The benefits that the worker receives as the result of a compensable injury are of two kinds, namely, the cost of medical care and
reimbursement for loss of wages.

The nature of the medical care and

the extent to which costs of such care shall be met through compensation are specified in detail in the laws.

The benefits for loss of

wages are stated as a proportion of average wage, two-thirds is a common proportion.6

4

James H. Dodd and C• • Hasek, Economic Principles and Application (Dallas: Southwestern Publishing Company, 1952), p. 626.
5 Ibid., p. 627.
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Another early attempt centering around workmen's compensation
is reflected in the Huber bill which was introduced in the 1921 session
of the Wisconsin Legislature.

Following the principle of workmen's com-

pensation, the bill placed the entire cost on employers.

A state-wide

pooled fund was established, and rate variations based on the volumes
of unemployment were allowed.

This bill was a blend of workmen's com-

pensation and unemployment insurance, hence the name unemployment compensation.6
The first application of this voluntary plan was established
by the Dennison Manufacturing Company in 1916, but benefits were not
payable until 1920.

The Columbia Conserve Company established its

plan in 1917, and is credited with being the first to pay benefits. 7
In 1932 Wisconsin enacted America's first unemployment compensation law.

That law emboded the "employer-reserve" principle,

and was to become effective only if an insufficient number of voluntary plans were established within a reasonable time. 8

Professor

Edwin E. Witte says that:
••• In 1933 Wisconsin would have repealed its law had its
supporters not agreed to postpone the effective date for
another year. Two reasons were offered the successful opposition: First that added burdens on business at the time

6Edwin E. Witte, "Development of Unemployment Compensation,"
Yale Law Journal, Vol. LV, No. 1 (December, 1945), p. 24.
7
Edwin E. Witte, "An Historical Account of Unemployment Insurance in the Social Security Act," Law and Contemporary Problems,
Vol. III, 1936, p. 157~
8 Ibid., p. 158.
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would hinder recovery; and second that any state enacting a compensation law would put its employers at a competative disadvantage.9
In this frame of reference, one can trace the pattern as it
had developed before modern workmen's compensation was enacted.

Work-

men's compensation was found inadequate in the three essentials of
coverage, benefits, and administration.

The large number of excluded

catagories, the failure to make provision for all occupational diseases
and the number of laws which are elective and to reduce the coverage of
this legislation.

One authority has stated the following fact concern-

ing the compensation laws:

Eveline M. Burns has said:

••• Workmen's compensation bears the scars of the fact that it
was a pioneer social insurance program ••• restricted coverage,
limitation of risks recognized ••• dollar limitations to amount
payable, the presence of private insurance techniques and selfinsurance all stem from the early and understandable desire to
proceed with caution and to hedge the program with various safeguards designed to secure public acceptance and to allay misgiving on the part of the employers.10
Just what should be the basic benefits principle underlying
workmen's compensation acts is a matter of differences of opinion.
There are two theories underlying workmen's compensation:

one of

these, the "compensation" theory is examined below:
The "compensation" theory is that such acts should "compensate" the injured worker, or his dependents, for the economic
losses suffered because of the injury, not only the immediate
loss, but the wages which the injured worker is prevented from
earning in the future. Workmen's compensation recognizes that

9 rbid., pp. 158-159.
10Eveline M. Burns, The American Social Security System (Boston:
Houghton Mifflin Company, 1949), p. 186.
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the wear and tear of human element in industry represents a legitimate charge, to be taken into account along with other production
costs in fixing the selling price to the consumer. 11
Those holding this view believe that the consumer should bear
all of the costs of production and that economic losses to individuals
resulting from accidents are a legitimate part of the costs.

The com-

pensation theory appears to reflect the common-law principle of damages,
with this difference that it attempts to bring about a closer correlation between economic loss and the damages received, to make payments
more certain, and to eliminate as much as possible all litigation and
delay.

The second theory underlying workmen's compensation, the reha-

bilitation theory, found along the following lines:
Some believe that the purpose is not, or should not be, to
compensate the injured worker, but rather to readjust him in
a way as to make him, or his dependents, independent and selfsupporting. Unlimited medical benefits should be provided,
and such payments as are necessary for existance during the
period of rehabilitation.12
This has been called the rehabilitation theory.

It is based

on the assumption that society is not interested in making an injured
worker as well as he was before, and in restoring to him everything
he has lost by way of money damages.
of this theory are:

Two views advanced in support

first, that it is practically impossible to de-

termine the economic loss involved, and second, that to pay the actual
losses would break any system.

It is suggested that to compensate the

worker fully would lead to malingering.

11

Gagliardo, op. cit., p. 397.

12 Ibid., p. 398.
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Workmen's compensation laws are limited, not only as to persons
and employers included, but also as to injuries covered.

For example,

some states exclude coverage if the injury is due to the employee's intoxication, willful misconduct, and gross negligence.

In addition, only

thirty-nine states, Alaska, the District of Columbia, Hawaii, and Puerto
Rico, and federal legislation compensate employees for occupational diseases.13
Disability Insurance.--It is paid because of temporary illness
not arising out of a worker's employment.
United States.

It is relatively new in the

By mid-1949, only Rhode Island, California, New York,

New Jersey, and Washington had adopted such laws, in addition to provisions in the federal railway social security system.

Interest in

this type of legislation is increasing, however, especially as a result
of the 1946 amendment to the Social Security Act "whereby states were
permitted to withdraw employee contributions deposited in state accounts
in the Unemployment Trust Fund to pay temporary disability benefits, a
permission which affected nine states. 1114
The disability insurance laws are of two distinct types.

One

type, as represented by the Rhode Island program, is similar to unemployment insurance in that:

13

Gordon F. Bloom and Herbert R. Northrup, Economics of Labor
and Industrial Relations (Philadelphia: The Blakiston Company, 1950),
p. 581.

___

.

14Burns, _..__
op. cit .' p 210

.
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There is a single system operated by the state, which collects
all contributions and pays all benefits. The rights of covered
workers are therefore, identical irrespective of their employers.
In California, however, features characteristic of workmen's compensation have been adopted. Employers are permitted, subject to
certain conditions, to set up their own schemes and to finance
them through private insurance or to self-insure. Both eligibility
conditions and benefits, therefore, depend upon whether a worker is
employed by a firm which has exercised this option or whether he is
directly covered by the state system.15
The New Jersey and Washington laws are similar to those of California.

The New York law is actually an extension of some of the least

desirable features of workmen's compensation, as it provides for exclusive private insurance and administration by the State Workmen's Compensation Board.
According to Dodd, in practice benefits are based upon no recognizable principle and bear little relationship to the needs of the
injured workers or to the loss of earning power resulting from the injury.
In respect to the relationship between benefits and loss of earning power,
workmen's compensation is better than the common law. 16
The Role of Federal Credit Unions.--The next piece of legislation
which opened new avenues was the Federal Credit Union Act of 1934.

Pre-

viously, the legislature had approached the problem of establishing the
legal relationships between employer and employee regarding compensation
from the standpoint of the employer obligations.

At this point, the

Bureau of Federal Credit Unions was established for the purpose of trying

15 Ibid., pp. 210-211.
1

6w.

F. Dodd, Administration of Workmen's Compensation (New York:
Common-Wealth Fund, 1936), p. 628.
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to meet these demands of the public.

The demands of the public were that

the employee and employer be given considerable amount of respect and
confidence, not only to the efficiency of industry, but to the stability
and harmony of social life in the community.

Much of a family's security

depends on its own thrift, including its ability to save for the future,
such as buying a home, car or other durable goods.

There are times when

one's savings are not sufficient to accomplish all of one's needs and
wants at the desired time, which causes one to resort to borrowing from
an available source in order to meet these desired demands and anticipate
paying in the future.

There are many families who need to borrow money

from time to time to meet emergencies such as sickness, accidents and
death.

These emergencies are by no means the complete list of reasons

why people borrow money and it was not intended to be.

There are those

who borrow for the sake of having ready cash on hand and anticipate its
use or need.

The Bureau of Federal Credit Unions was formed for the

purpose of trying to aid these emergencies and demands of the public.
According to Hogan and Ianni, the Bureau of Federal Credit
Unions is responsible for administering the Federal Credit Union Act
which is designed to promote thrift and provide a source of consumertype installment loans at reasonable rates of interest.

The Federal

Credit Union obtains the funds used to make loans to members from members in the form of installment purchases of shares and there are no
government funds used by Federal Credit Unions.

Moreover, their author-

ity to borrow funds is limited to approximately half the capital paid in
by members. 17
17John D. Hogan and Francis A. T. Ianni, Americal Social Legislation (New York: Harper and Brothers, 1956), pp. 284-285.
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Summary.--In the present chapter an attempt was made to answer
the questions, "What are the pieces of social legislation which laid
the foundation that led to the passing of the social security act?
it desired by the masses?

Was

How did it get started in the United States?

Should there be credit extended to the masses?

The answers to these

questions were spelled out from the standpoint of social legislation.
In the last century, there had been an increasing tendency on the part
of the federal government to take upon itself increased functions with
regard to welfare.

The major purpose of this chapter has been to give

the framework of the historical background of social legislation in
chronological order prior to 1935.
In the next chapter an attempt will be made to answer the following questions:
act?

What is the origin of the present social security

What necessitated amendments to the social security act?

These

and other related questions are examined in the chapter to follow.

CHAPTER III
THE DEVELOPMENT AND STRUCTURE OF 11-IE 9JCIAL SECURITY ACT
The Period from 1935 to 1950
The Origin and Development of the Social Security Act.--The origin
of the Social Security Act grew out of necessity because at the time of its
inception, there were increasing needs for assistance from governmental
agencies.

One expression of this need by the public was illustrated by

existing conditions of the economy.

The underlying conditions of the

economy suffered because of the ills inflicted by the great depression.
Another e~pression of the conditions was that the great depression of
1929 swept away millions of jobs, therefore unemployment existed throughout the communities of various states.

Many families lost their savings

in bank failures and mortgage foreclosures.

It was clear that neither

the local communities nor the states could very well meet the growing
needs of the people.
As a result of a Great Depression the public sought assistance from
governmental agencies.

The local, state, and federal governments adminis-

tered plans that would provide aid for those in need.

Persons needing

assistance were the aged, handicapped, dependent children, and unemployed.
The existance of insecurity has been with man from his beginning on earth.
Insecurity becomes more apparent during periods of depression than during
periods of full employment.

Insecurity is a changing problem which varies

20

with the business cycle, character of the economy, life of the family
and, changing standards of living.
solved in an agrarian economy.

Most problems of insecurity were

In an agrarian economy, everyone was

expected to maintain the status quo by solving his individual problems
of insecurity.

In an industrialized economy, everyone was not effi-

cient to maintain his status quo because of a lack of training to maintain employment.

Moreover, unemployment tend to increase in an indus-

trialized economy and the problems of insecurity multiplied.
During the Great Depression, the best protection against insecurity in an increasingly industrialized economy tended to be found in
social insurance.

The first major attempt on the part of the federal

government to bridge the gap between security and insecurity came in
the form of loans, then grants, to pay for relief.

In the meantime, a

committee was appointed by the federal government to study economic
security and recommend ways to promote the same.

The report of the

committee declared its belief that a program of economic security must
have as its primary aim the assurance of an adequate income to each
human being in childhood, youth, old age, in sickness or in health. 1
The program of economic security was to provide safeguards
against hazards leading to destitution and dependency.

On the basis

of the recommendations of the committee, the Social Security Act was
established August 14, 1935.

1

The act:

The Committee, Economic Security (Washington:
ment Printing Office, 1935), p. 1.
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•••• provided for federal grants-in-aid to states to aid the
needy-aged, blind and children M'IO had been deprived of support
or care as a result of parent's death, incapacity or absence
from home. In addition, the act established other federal grants
to enable states to extend maternal care, child health services,
services for crippled children, and child welfare services.2
The beginning of the social security programs would be piecemeal because of the lack of funds and jobs.

The federal government

would have to stimulate private employment for able-bodied persons
whom private industry could not employ at a given time.

A certain

segment of the population would make it necessary at once for increased
funds.

That group consisted of needy persons who could not earn incomes;

for example, physically handicapped, old people, and dependent children.
The social security act made it a responsibility of the department concerned with administering the federal provision of the act to continue
to study and recommend ways to improve the program.

Ways to improve the

program have come in the form of amendments to the act, notably in the
years 1939, 1946 and 1950.
1939 saw the first amendments to the Social Security Act which
broadened the old age insurance system to include the family rather than a plan for retired workers alone. An amendment added
dependents benefits for the wife and children of a retired worker.
Another amendment provided survivors benefits for certain dependents of an insured worker who dies either before or after he has
reached retirement age. The amendments also made benefits first
payable in 1940, instead of 1942 as originally planned.3
1946 saw the second amendments to the Social Security Act which
provided monthly benefits under old age survivors insurance for
survivors of certain World War II veterans, coverage of private

2 Ibid., p. 2.
3 u. S. Department of Health, Education, and Welfare, The Social
Security Act: Its First Twenty-five Years (Washington: U. S. Government Printing Office, 1960), p. 67.
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maritime employment under state unemployment insurance, temporary
unemployment benefits to seamen with wartime federal employment,
permission for states with employee contributions under their
unemployment insurance laws to use such funds for temporary disability insurance benefits, greater federal sharing in public
assistance payments for a specified period, and larger grants
for maternal care and child health and child welfare, as well as
extension of these programs to the Virgin Islands. 4
1950 saw the third amendments to the Social Security Act which
broadened the old age insurance system to cover many jobs that had
been excluded because experience was needed to find ways of reporting earnings and collect contributions from persons in such work
asz self-employed persons, liberalize the eligibility conditions,
improve the retirement test, provide wage credits of $160 a month
for military service from September 1940 to July 1947, increase
benefit computation purposes, and provide a new contribution schedule. Public assistance section provided; aid to the permanently
and totally disabled, matching of federal funds increased, aid to
dependent children to include relative with whom child is living,
and extend federal matching provisions to aged and blind persons
in certain public medical institutions. Increased payments for
doctors, hospitals and others supplying medical care for recipients.5
The Period from 1950 to the Present
Keeping Up with a Changing Economy.--One fallacy in government
planning for social security has been its basic philosophy to plan on
the short-run in the economy for long terms.

One expression of the

government's basic philosophy to plan on the short-run in the economy
has been illustrated by the passage of the Social Security Act which
had to be changed periodically to meet basic living costs.

Periodically,

the plan is re-evaluated in relation to changing needs and to meet basic
living costs.
4

Probably everyone would agree that if inflation becomes a

Ibid., pp. 67-68.

5wilbur J. Cohen, and Robert J. Myers, "Social Security Act Amendments of 1950: A Summary and Legislative History," Social Security Bulletin, Vol. 13 (October, 1950), pp. 3-4.
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continuing problem, one's benefits should be raised to retain his original purchasing power of money.

During the period of one's retirement,

the average level of living tends to rise.

The question is, should

retired people and survivors share in the rise of costs of living.
so, by what amount?

If

Decisions on the share of an increased product

that should go to retired people and survivors will be influenced by
the extent to which survivors have other sources of income, together
with the availability of other special services for their needs.

The

goals and concepts of what is appropriate and feasible for the retired
and survivors must be as dynamic as the social situation demands.

The

amendments which follow have indicated a need for periodical changes
in the Social Security Act.

The latter is reflected in the 1952 amend-

ments to the Social Security Act.
In 1952, the Social Security Act was amended to increase benefits under ald age, and survivors insurance, to extend the period
of wage credits for military service through December 31, 1953,
to liberalize the retirement test, and to change, for a two year
period, the grant formula for public assistance payments to make
additional funds available to the states.6
Periodical changes in the Social Security Act rendered greater
services and functions to the individual in need.

The demand is to

plan more carefully to avoid haphazard social consequences.

Such plan-

ning has been described by Charles I. Schottland:
In the 1954 and 1956 amendments, extensions of coverage brought
other groups into the system which included farm operators, professional people, state and local employees (except for policemen,

6wubur J. Cohen, "Social Security Act Amendments of 1952,"
Social Security Bulletin, Vol. 15 (September, 1952), pp. 2-3.
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firemen, and members of the armed force). The scope of the basic
act was broadened in 1956 by the addition of disabled insurance
and the minimum age for women was changed to sixty-two. The dependents' Medical Care Act provided for medical and hospital care
for the dependents of the uniformed services in facilities of the
service. A program of "Medicare," authorizing the use of civilian
hospitals and physicians was set up for certain dependents of those
on active duty. Servicemen's and Veterans' Survivors Benefits Act
amended the social security act by extending regular contributory
coverage under old age and survivors insurance to members of the
uniformed services on active duty.7
The general direction of future progress in social security
appears to be moving toward that of assuring an economic security that
is more than minimum economic security.

Moreover, future progress in

social security is aimed at bringing increased understanding and service
to the noneconomic needs of man.

Inadequate income is still too common

in our society and social security programs cannot compensate for low
incomes that are due to lack of opportunity and low wage levels.

How-

ever, the programs can, and do reflect conditions in limited coverage
and low benefits.

Ida C. Merriam, an authority in the social security

field has said:
The programs cannot feasibly be used as a major support of the
economy, assuming under present economic conditions the standards
were raised to adequate levels to meet full need. The affixed
amendments attempted to reach adequate levels to meet full needs
of individuals.8

7
Charles I. Schottland, "Social Security Amendments of 1956,"
Social Security Bulletin, Vol. 19 (September, 1956), p. 3.
8

Ida C. Merriam, Social Security Financing (Washington:
Government Printing Office, 1961), p. 98.
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In 1958, benefits became payable to eligible dependents of disability beneficiaries and dependent parents of deceased insured workers.
The formulas were changed to provide higher federal grants to the states. 9
In 1960, the payment of benefits was changed.

There was an in-

crease in the amount of benefits an individual would receive after December 31, 1960.

The amount that may be earned in a full taxable year with-

out affecting benefits remained the same, $1,200.

The amount of benefits

payable are reduced by an amount equal to one-half of the first threehundred dollars of such excess above this three-hundred dollars.

10

1961 saw the Social Security Act amended which stated that retirement age for men had been lowered from sixty-five to sixty-two,
with benefits for those who claim them before sixty-five reduced to
take account of the longer period over which they will get their
benefits. The minimum insurance benefit payable to a retired or
disabled insured worker, and to the sole survivor of a deceased
insured worker, is increased from $33 to $40 per month, with corresponding increases for people getting other types of insurance
benefits.11
The proportion of time that a person must work under social
security to be eligible for old age and survivors insurance benefits is changed from one quarter of covered work for each three
calendar quarters elapsing after 1950 to one for each calendar
year. The insurance benefit payable to an aged widor of a deceased insured worker is increased by ten percent from seventyfive percent of the worker's primary insurance amounting to
eighty-two and one-half percent.12
The provision for withholding benefits from beneficiaries
whose earnings exceed $1,200 a year is changed so that $1.00
in benefits will be withheld for each $2.00 of earnings between
$1,200 and $1,700, rather than between $1,200 and $1,500 as under previous law. The contribution rates payable by employers

lOibid., p. 99.
11 commerce Clearing House, Explanation of Social Security Law
as Amended in 1961 (Chicago: Commerce Clearing House, Inc., 1961), p. 1.
12 Ibid., p. 1.
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and employees are increased by one-eighth of one percent each,
and the contribution rate for self-employed people is increased
by three-sixteenth of one percent and rounded to the nearest
tenth of one percent, beginning with 1962.13
The amounts the federal government will pay under the programs for old age assistance, aid to the blind, and aid to the
permanently disabled are increased. The first $30 per recipient
in which federal participation is eighty percent, is raised to
$31 per month. The over-all maximum average payment in which
the federal government participates is raised from $65 to $66. 14
The secretary of Health, Education, and Welfare is authorized
to provide temporary assistance to United States citizens without available resources who return to this country from foreign
countries because of war or other emergency. The legislation
would give workers with long-standing disabilities additional
time to file applications to preserve their benefit rights.15
In spite of the changes noted above, nonetheless the social
security programs needs to be strengthened.

A proposal by Representa-

tive Wilbur D. Mills states:

••• that Congress needs to strengthen trust funds of the social
security program by requiring larger tax contributions from persons earning more than $4,800 a year. The proposal would apply
to social security job-tax to the first $5,400 in annual earnings
as apposed to the first $4,800 presently taxed.16
The Tax Schedule.--The social security tax rate for employees
and for their employers now is three and five eighths percent.

To

finance the existing scale of benefits it is scheduled by law to climb
to four and one eighth percent in 1968.

13

The rate for the self-employed,

Ibid., P• 2.

14 Ibid., p. 2.
15 Ibid., p. 3.
16News item in The Houston Chronicle, Section 1 (May 30, 1963),
p. 3.

27
now five and four tenths percent, is schedule to reach six and two
tenths percent in 1966 and six and eight tenths percent in 1968. 17
Principal Liberalizations Embodied in Mills' Bill.--The maximum benefits for which a worker could qualify would be raised to $137
a month from the present $127.

The maximum for married couples would

be raised to $205.50 from the present $190.50.

The survivor benefits

for children of deceased workers would be liberalized.
is entitled to benefits through age eighteen.

The child now

The new proposal would

permit the child to continue to draw benefits after that age, provided
the child was attending school or college. 18
Summary.--The present chapter has shown how the origin of the
Social security Act grew out of necessity because of increased demands
on the part of the public to seek a solution to the problem of insecurity from governmental agencies.

The problems of insecurity have

been with man from his beginning on earth but it becomes more apparent
during periods of depression than during periods of full employment.
Insecurity is a changing problem which varies with the business cycle,
the character of the economy, the life of the family and as the standards of living change.

The first major attempt on the part of the

federal government to bridge the gap between security and insecurity
came in the form of loans, then grants, to states to pay for relief.
The second attempt on the part of the federal government to eliminate

17

Ibid., p. 3.

18 Ibid., p. 3.
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insecurity came in the form of a committee report and recommendations in
regard to the Social Security Act.

The third solution to bridge the gap

between security and insecurity came in the form of amendments to the
Social Security Act.

As to the relative merit of social security, Wil-

liam Haber has said:
••• The merits of social security have yet to be tested in the
downward swing of the business cycle. Since only minimal demands
have been made upon the system thus far, there is little basis for
judging whether a full-scale program of state-provided welfare is
either necessary or practicable for the long run in this country. 19
The major program that function as an integral part of the Social
Security Act is public assistance.
Security Act attention is turned.

It is to this portion of the Social
The questions which most logically

follow are, what is public assistance?
cial Security Act?

What is its relation to the So-

What are the purposes of public assistance?

Answers

to these and other questions are forthcoming in the chapter to follow.

19

William Haber, Readings in Social Security (New York:
Hall, Inc., 1949), p. 1.
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CHAPTER IV
PUBLIC ASSISTANCE AND ITS RELATION TO THE 9JCIAL SECURITY ACT
The Period from 1900 to 1936
The Origin and Development of Public Assistance.--Public assistance had its origin with the beginning of the colonies in America and,
as the colonies grew into a nation, the need for public assistance developed along with the nation.

The old age, handicapped, and children in the

colonies in America became recipients of old age assistance.

This segment

of America's population, which included the old age, the handicapped, and
children, was without income.

Hence, this segment of the population was

insufficient to maintain minimum need because of the changing standards
of living in the economy.

The economy was becoming industrialized to the

extent that it became essential for everyone to have an adequate income.
The first form of public assistance began with the local communities.

As

a result of population growth, public assistance advanced to the state
level.

The need for public assistance grew and became necessary to meet

the increasing demands of the public.
Leading up to the Great Depression of 1929, it became apparent
that the responsibility to provide public assistance to the needy, aged,
handicapped, and children rested with local communities and states.

Dur-

ing this period, the demand for public assistance became so great that it
became clearly recognized by the local communities and states that they
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could not meet the increasing demands for public assistance under existing plans.

Moreover, the states began to seek aid or grants from the

federal government.

In recognition of these demands, by the federal

government, initial aid to the states came in the form of federal grants.
In addition, the Social Security Act was formulated in 1935.

Pas-

sage of the social security act gave recognition of the continuing need
for public assistance as well as social insurance.

One of the interest-

ing questions to arise during the period in question was what constituted
need?

According to the definition of need used in the states in question,

persons aided under public assistance must be needy. 1 One aspect which
meets the criteria of need is the inherent assumption that one does not
have ways and means to provide the necessities of life sufficient for
health and wholesome living conditions.
arise were:

How is need determined?

Other interesting questions to

What is meant by family budget?

The criteria of need is determined by the family budget.

The family

budget is the yardstick by which the State Department of Public Welfare
determines need.

A family budget is a method of estimating monthly ex-

penditures and average monthly income.

Assuming that income is suffi-

cient to meet the cost of basic necessities, need does not exist within
the meaning of the law.

Assume the income cannot secure the basic neces-

sities, a deficit will be found and this indicates the degree of need.
Public assistance differs from social insurance, in that, a person qualifies for social insurance benefits on the basis of his previous employment

l

"Social and Economic Implications of Private Pensions," The American Economic Review, Vol. LIV (May, 1964), p. 8.
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under the Social Security Act.

Persons receive benefits regardless of

previous employment, savings, and resources other than earnings, assuming that the persons meet the conditions of the state in question for
benefits or need.
The Relationship Between Public Assistance and the Social Security Act.--According to the Committee on Economic Security:
Public assistance and its relation to the Social Security Act
is carried out through the concerted efforts of the federal government and the states. It suggests a dual attack on the insecurity of old age. Old age insurance programs could be expected in
time to carry the major load. Public assistance programs have a
definite place, even in the long run planning for old age security.2
Furthermore, public assistance has played and continues to play
a vital role in providing basic economic security to needy persons not
eligible for social insurance or persons receiving benefits insufficient
to meet their minimum needs.

Social insurance provides a measure of

social security against insurable risks, such as loss of income due to
unemployment, retirement and death of wage earner.

Public assistance,

on the other hand, deals with individual wants inadequately met through
social insurance.

Public assistance programs have adapted flexible

standards to meet economic and social conditions according to individual
need.

The flexibility inherent in public assistance allows the programs

to meet minimum need and maximum need without changing the act.

It is

to this changing role of public assistance that attention is now turned.

2rhe Committee, Economic Security (Washington:
Printing Office, 1935), p. 19.
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The Changing Role of Public Assistance.--The social Security Act
enabled states to make more adequate provisions for the needy, aged,
handicapped, and for children in their homes who were needy because of
death, disability, and absence of parent.

The First Annual Report of the

Social Security Board has stated that:
Public assistance outlined by the act ••• implies a new conception of the value to the community, as well as to the individual,
of a broadly conceived public welfare program, national in scope,
but varying from state to state according to local needs and desires.3
The new conception of the act is indicated in eligibility requirements.

The following sections are devoted to this aspect of the public

assistance program.
Determining Eligibility.--The public assistance law requires an
assistance agency to consider income and resources possessed by applicants
in determining need for public assistance.

The United States Advisory

Council on Public Assistance has set forth the following criteria for
determining need:
To be needy, resources are too small to provide basic necessities
of life. Citizenship requirements are excluded. A period of residence in the state is essential to be eligible for aid. The amount
of property an applicant keeps without being disqualified is limited.
For aid to dependent children, the requirement is a year's residence
of the child or, if child is not a year old, of relatives.4
Assistance Payments.--Public assistance programs have made progress
during the past years in providing aid to additional groups of needy people.
The governments (federal, state, and local) have increased their expenditures, but with rising costs and the shrinking value of the dollar, fewer
3 Ibid., p. 20.
4u. S. Advisory Council on Public Assistance, A Report on Public
Assistance (Washington: U. S. Government Printing Office, 1960), p. 105.
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than half the states are fully meeting need, judged by standards they
themselves have set.

The states impose maximums on the amount of as-

sistance any individual or family may receive or they meet only a
specified proportion of need.
ards to meet basic needs.

There are states with inadequate stand-

The standards have not been revised in con-

tent to maintain their current status quo in providing accepted and
validated essentials of living.

In addition, inadequacies result from

state policies for evaluating the resources of recipients.

One example

of the latter is counting as income expected contributions from relatives
that fail to materialize.

According to the standards set forth by the

state in question, there are limitations on the amount that a recipient
receives no matter how great one's need.

In this view the Advisory Coun-

cil has stated:
••• The . main opjective is to provide money needed, in addition
to resources, to live at the standard set in the state. There are
limitations on the amount that a recipient receives no matter how
great the need. Moreover, available money at local and state levels
for public assistance determines need.5
Legislative Changes.--Provisions of the public assistance programs
have been adapted to changing needs of dependent persons through amendments to the public assistance titles of the Social Security Act.

The

scope and coverage of the programs were broadened by:
••• establishing a new federally aided category of aid to the
permanently and totally disabled; providing federal financial participation in state public assistance expenditures for: first,
aged, blind or disabled recipients who are patients in public
medical institutions; second, costs of medical care or other remedial care paid directly to doctors, hospitals, and other suppliers of such services; third, needy adults responsible children;
fourth, children aged sixteen and seventeen, without regard to
5 Ibid., p. 106.
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school attendance, and children living with first cousins, nieces
and nephews (in addition to previously specified relatives), in
the program of aid to dependent children; and placing increased
emphasis on the provision of social services to help recipients
achieve increased self support and stronger family life by clarifying the objectives of public assistance as including both
financial assistance and other services, and by recognizing that
the cost of providing such service is a proper cost of administering public assistance.6
And with respect to federal financial aid to the individual
states, the latter has been increased through:
• raising the maximum on the monthly amount of assistance
for which federal financial participation would be available; increasing the proportion of federal financial participation to increase federal funds available to states, made possible greater
flexibility in meeting individual needs of people, and simplify
state fiscal procedures for claiming federal funds, by these
steps: first, the fiscal ability of each state was considered
in determining in part the federal share of a state's expenditure for public assistance; second, the federal share was related
to a single average expenditure per recipient for both money payments to recipients and vendor payments for medical care; and
third, the amount of state expenditures for public assistance
(including medical care) in which the federal government will
participate was established at an amount equal to sixty-five
dollars a month times the number of aged, blind and disabled
recipients in the state and thirty dollars times the number of
recipients of aid to dependent children. 7
The Period from 1936 to the Present
Increasing Acceptance of Measures Promoting Standards of the
Individual.--The prevailing philosophy of the period in question, as
stated earlier in the thesis, was that everyone could achieve security
through his own efforts, and that anyone who needed assistance was
shiftless and lazy.

However, as the nation became industrialized,

6

U.S. Department of Health, Education, and Welfare, The Social
Security Act: Its First Twenty-Five Years (Washington: U. S. Government Printing Office, 1960), p. 32.
7 Ibid., p. 32.
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and as the population grew, new economic and social problems developed.
The

u.

S. Advisory Council has reflected on this phase of the problem:

The new economic order introduced higher standards of living,
better education, less physical hardship, and new awareness that
individuals were increasingly subject to the impersonal forces
of a money economy. The growing number of dependent aged and
children in the population created new economic and social problems.a
By and large, the agrarian society of an earlier period was
replaced by an industrialized society dependent on wages and subject
to social and economic problems that weakened family cohesion.

Indi-

viduals and families had become insecure in an industrialized economy
to provide for economic security.

The problem of mass unemployment

found the family ill-prepared to handle the destitution and suffering
that resulted from wage stoppages in an industrialized economy.
The prevailing philosophy toward the role of public assistance
prior to the turn of the century gave way to a new philosophy centering
around the well-being of the individual.

The new philosophy illustrated

that destitution can result,not only from personal inadequacies, but
from forces over which the individual has no control.

Thus the prevail-

ing philosophy that it was morally wrong as well as economically unsound
to let anyone go without assistance in an industrialized society became
a core part of the entire philosophy surrounding public assistance.

In

addition, the acceptance of the new philosophy led to planning that
culminated in the passage of the Social Security Act.

Social Security,

for the purposes of this chapter, includes two forms of government

8u.

s.

Advisory Council on Public Assistance, op. cit., p. lo7.
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activity, namely, social insurance and social assistance.

Major em-

phasis has been placed upon social assistance and its relation to the
social security act.

These two differ in two principal ways:

First, social insurance is financed through tax levies made
for that purpose, whereas social assistance derives its resources
through general tax funds, and second, social insurance, with
certain exceptions, is paid as a matter of right, whereas social
assistance is paid on the basis of need.9
Both social insurance and social assistance today are founded
on the social security act of 1935 and its amendments.

The amendments

serve the purpose of revalidating the social security act and keeping
pace with the changing economy.
A Review on the Status of Public Assistance in Texas.--Public
assistance is not adequate in any state.

The administration of public

assistance rests with the state in question.

A person receives public

assistance according to the definition of need used by the state which
gives a minimum benefit for one and a maximum benefit for another.
Public assistance differs from social insurance, in that, qualifications for social insurance is on the basis of previous employment.
Public assistance qualifications are based upon individual need regardless of employment.

A report of the Advisory Council submitted

these recommendations:
••• The recommendations dealt with federal-state methods
of sharing the financial burden of assisting persons in need.
The council focused attention on finding ways of meeting unmet needs, improving assistance standards, and strengthening
family life. The council recommends that coverage be extended
to all needy persons regardless of the cause of their need,
standards of assistance be raised, individual and family life

9Ibid., p. 20.
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be strengthened, and to extend coverage and increase social insurance benefits with a particular view toward reducing the need
for public assistance.10
Texas Old-Age Assistance Laws.--A private research organization
reported that Texas does not have adequate laws to force elderly persons to solve their financial problems before asking for public assistance.

The organization submitted the findings in a report on the state

welfare services.

The research organization:

••• notes that laws exempt up to 200 acres of land or town
lots worth up to $5,000 in determining the eligibility of persons for old age assistance roles. State law does not require
relatives of needy old aged to contribute to their support.11
The Recornmendations.--Recommendations by The Texas Legislature
would:
••• create a lien in favor of the state against estates of
all public assistance recipients totaling $1,000 or more. The
welfare recipient would continue to have use of the property
during his life time. Another suggestion was passage of a law
requiring contributions by relatives with net taxable income
of $6,000 or more. Finally, Texas modify its national citizenship requirements to permit the substitution of long term
residence in determining eligibility for old age assistance.12
An Overall Economic Appraisal of Public Assistance Programs.-This section sets forth the principal facts relating to an overall
economic appraisal of public assistance programs.

It should be kept

in mind that administrative policies and regulations are subject to
change as experience demonstrates the desirability of such changes.

lOibid., p. 20.
11 News item in the Houston Post, July 6, 1962, p. 6.
12 Ibid., p. 6.
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One school of thought concerning changes in public assistance programs
is that there is a need to improve the federal-state unemployment insurance system.

Professor Haber, who is a member of the Federal Advi-

sory Council on Employment Security, stated that:
••• Unemployment compensation programs in fifteen states
may be unable to weather another recession • • • • States unemployment compensation reserves have ••• been severely reduced
by the recession of 1957-1958, and persistently unemployment is
further reducing the reserves.13
Professor Haber recommended the following improvements in the
unemployment compensation system.

It should seek to:

••• Provide for at least twenty-six weeks of benefits for
all covered workers. Extension of benefits for employees with
long, stable employment records, on a "sliding scale," to as
much as fifty-two weeks. Payment of public assistance to wage
earners who exhaust insurance benefits without finding work.
Creation of a federal re-insurance program to help heavily
industralized states deal with unusually high unemployment insurance costs during national recession.14
The cost of public welfare tends to be rising as reflected
here:
••• There is to be no reduction in the high cost of social
services • • • • In view of the increasing extent to which
social policy is shaping the modern budget • • • both on the
public and personal side of the economy ••• the general picture deserves further attention.15
Farm Aspects of Social Welfare.--There are four major reasons
for governmental neglect of the social aspects of welfare

go:

of farm

1311 Unemployment Compensation," The Social Service Review (ChicaThe University of Chicago Press, March, 1960), p. 86.
14 Ibid., p. 87.

1511 The Cost of Welfare," The Economist, Vol. CLVIII (April 1,
1950), p. 694.
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people.

First, tradition; second, conflicts of interest; third, lack of

knowledge; and fourth, price-production programs.
desire to be considered as a welfare state.
is a key, critical, part of agriculture.

The South does not

Lest we forget, the South

Second, conflicts of interest.

The conflicts among farm-commodity groups have little direct, bearing on
the welfare issues under consideration.

What is relevant here is the

conflict in interest between imported farm laborers and the farmers who
want cheap labor.

Third, lack of knowledge of public assistance programs.

Seasonal fluctuation of farm products tend to create a need for public
assistance but lack of knowledge of public assistance programs have caused
farmers to be neglected.

Price fluctuation creates a barrier to public

welfare in that, prices of farm products, are unsound bases to measure
need for public assistance. 16
The American Assembly argues that:
One principle is that the fortunes of individual Americans are
inextricably interlocked. • • • We are "all in the same boat,"
and that if any of us fall into deep trouble it is the job of the
rest of us • • • not simply family and friends, and neighbors, or
even the local communities, but the federal government itself if
need be to help them.17
Another aspect of the public assistance programs centers around
its tendency to create inflationary pressures in the economy.

This point

of view is taken by Hilary M. Leyendecker:
••• increased public spending leads to inflation • • • not
enough resources • • • for public use. Public spending means
stinting on personal consumption and private investment. Public
1611 our Welfare State and the Welfare of Farm People," The Social

Service Review (Chicago:

The University of Chicago Press, Vol. XXXVIII,

1964) , p. 12 7.

17 The American Assembly, Economic Security for America: An Appraisal of the Progress Made from 1900 to 1953 (New York: Columbia
University Press, 1953), p. 19.
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spending is inefficient, ••• the taxes it necessitates cause
market prices to diverge from true scarcity values. The public
sector does not allow for the elimination of the incompetent
• • • • Allocation through government spending involves coersion and hence is inimical to liberty.18
Julius Margolis argues that:
••• If we assume the desirability of consumers' utilities,
public spending will be necessary to effect the desirable distribution of income and to produce the correct output in the
cases of decreasing costs and public goods. In these cases
private decentralized markets would not lead to efficient solutions ••• assuming the private firms were to use marginal
cost pricing, they would suffer losses. Thereforei profitable
and efficient private operations are inconsistent. 9
There are difference of opinions between Leyendecker and
Margolis .

Leyendecker argues that:

"Public spending leads to in-

flation.

Fublic spending means limitations on consumption and in-

vestment.

Public spending is inefficient, and the tax for public

assistance tends to cause prices to diverge from true scarcity
values. 1120

Margolis argues that:

"Public spending is necessary to

effect the desirable distribution of income and to produce the correct output in the cases of decreasing costs and public goods. 1121
Margolis supports the viewpoint that:
essential in an industrialized economy. 1122

"Public assistance is

Leyendecker disagrees with

18Hilary M. Leyendecker, Problems and Policy in Public Assistance (New York: Harper and Brothers, 1955), p. 38.
19 Julius Margolis, "The Question of Government Spending: Public Needs and Private Wants," Quarterly Journal of Economic, Vol. x:-J
(March, 1960), p. 27.
20 Leyendecker , op. cit., p. 38.
21Margolis, op. cit., p. 27.
22 Ibid., p. 27.
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this point of view that public assistance is essential to the economy.
Leyendecker argues that:

"Public assistance leads to inflations and

public spending limits consumption and investment. 1123
Francesco Forte and James M. Buchanan argue that:
Specialists in the construction and use of national income and
product accounts have been unable to agree upon the appropriate
evaluation of public or governmental goods and services • • • •
The current practices of measuring national output is justifiable
on neither theoretical nor practical grounds • • • • No effort is
made to eliminate the inconsistency of adding the value of private goods at market prices • • • • The admitted correction for
the indirect tax wage is meaningless, unless current practices
are assumed to follow the costs approach suggested • • • • In
any attempt to measure the total market value of existing output, such a correction is clearly not in order • • • • The only
significant measure of national output at market prices is that
which we have suggested: The price value of output that is effectively sold in organized markets.24
Forte and Buchanan also advocate that:
The current practices of measuring national output is unjust
because no effort is made to eliminate the inconsistency of adding
the value of private goods at market prices. In any attempt to
measure the total market value of goods and services of existing
output should follow the costs approach. The cost of production
is the major factor in determining the price value of output.
The addition of the private goods and services and the public goods
and services are essential in terms of input or cost values.25
Summary.--It is apparent that public assistance had its origin
in the colonies and as the colonies grew into a nation, the need for
public assistance developed along with the nation.

23

The first form of

Leyendecker, op. cit., p. 38.

24Francesco Forte and James M. Buchanan, "The Evaluation of
Public Services," American Economic Review, Vol. XII (June, 1960),
p. 44.
25 Ibid., p. 44.

42

public assistance began with the local communities.
advanced to the state level.
on the insecurity of old-age.

Public assistance

Public assistance suggests a dual attack
An old-age insurance program could be

expected in time to carry the major load.

Public assistance programs

have a definite place, even in the long-run planning for old-age security.
The prevailing philosophy at the turn of the century was that
everyone could achieve security without assistance and anyone who
needed assistance was shiftless and lazy.

However, as the nation be-

came industrialized, the new economic order introduced higher standards
of living.

The new economic order illustrated that individuals were

subject to the forces of a money economy.

Hence, the prevailing phi-

losophy underwent changes and a new philosophy began to set the pace
to promote the well-being of the individual and the family.

The new

philosophy illustrated that destitution can result from forces over
which the individual has no control.
In the present chapter consideration was given to the major
public assistance programs that function under the supervision of the
Social Security Act.

In the Chapter to follow consideration will be

given to the underlying philosophy of taxation in regard to social
security.
Act?

What are the economic implications of the Social Security

How do social security taxes affect the level of prices, consump-

tion, investment and distribution of income?

Do such taxes create a

net gain to our economic society? Answers to these and other critical
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questions relative to social security taxes are examined and analyzed
in the chapter to follow.

CHAPTER V
EOONOMIC AND SJCIAL IMPLICATIONS OF lliE PRESENT
SOCIAL SECURITY ACT
The Social Security Act of 1935 introduced a new class of compulsory
contributions called social security taxes.

The social security taxes are

regarded as special benefit taxes, since the revenue received from the tax
is used to finance social insurance.

Social security tax levies combine

the characteristics of taxes with the purposes of social insurance.

The

special benefit taxes are correlated reasonably well with the specific benefits that are paid to the beneficiaries.
The field of social security is very broad in its social and economic implications.

Since this is a thesis on social security, the scope

of this chapter is limited largely to the economic and social implications
of the present Social Security Act.

The collection of the contributions,

the administration of the funds, and the place of social security is
fiscal policy.
The problem of financing the risks and losses associated with old
age, dependency, and unemployment for million of people under a unified
plan is not a simple one.

We speak of this whole concept of social secu-

rity as social insurance.

Underlying the social security law is the

theory that part of the risk should be borne by employers, part by employees, and perhaps part by the people as a whole.

This is necessary
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because sometime contributions fall short and financial assistance should
be forthcoming from the general revenues.
be considered in the following sections.
has on the level of price?

These and other questions will
What effects social security

Is the social security tax inflationary or

deflationary? What groups are helped or hurt by social security? What
are the shifting and incidence of the social security taxes?

What are

the cost aspects and burdens surrounding the relationship of social security?
Economic Effects of Social Security Taxes on Prices.--The economic effects of social security taxes on prices are reflected in increased cost of production.
in increased prices.

The costs of production tend to be reflected

Assume an increase in social security taxes, hence,

an increase tend to develop in the prices of goods and services.
Earl Clevenger and Andrew P. Orth argue that:
Social security taxes are largely additional expenditures by the
producer similar in most respects to other costs of production.
The portion of the tax paid by the employee constitute a reduction
of employee income and is similar to a flat-rate income tax levied
on wages.l
Also pointedout was:
The workers on whose salary the social security tax is levied
may be able to shift it in higher wages. If this is the situation
and the employer can pass the added expenditure forward in higher
prices, workers in uncovered industries will have had their real
wages reduced. The conditions necessary for this sort of shifting
of social security taxes are similar to those required to shift income taxes on wages.2

1
The Committee on Public Finance, Public Finance (New York:
man Publishing Corporation, 1959), p. 391.
2 Ibid., p. 391.

Pit-
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Shifting of social security taxes depends upon the factors involved, and, the demand for the product, a sellers' market, commodity
prices and employer.

Assuming that business is good and a sellers'

market exists, the employer tends to find it relatively easy to shift
the tax forward to his consumers in the form of higher prices.

Assume

business is bad and there is widespread unemployment, the employer
tends to find it difficult to shift the social security tax backward
in lower prices for labor.

The assumption here is that the social

security tax can be shifted to effect the prices as well as the supply
of labor.

If the assumption represents the true situation in respect

to the social security tax, it means that the incidence of the social
security taxes has been borne by the consumers or by the employers.
Earl Clevenger and Andrew P. Orth stated:
The employer is in a very fortunate position to shift the
portion of the social security taxes that he pays •••• The
employer would ••• find it relatively easy to shift the tax
forward ••• in the form of higher commodity prices •••• to shift
it backward in lower prices for labor.3
A study made by the National Association of Manufacturers in
1939 shows that:
Most manufacturers believed that an increase in social security taxes would result in both higher prices and lower profits.
Some of the manufacturers indicated that the social security
taxes increased the price of labor and thus stimulated the introduction of labor-saving machines and techniques. None of
them appeared to believe that increased social security taxes
would bring about a reduction of wages by the amount of tax.4

3 Ibid., p. 392.
4Allen D. Marshall, "Social Security at the Crossroad," Industrial and Labor Relations Review, Vol. XIV (October, 1960), p. lu;:-
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Social security taxes affect the allocation of resources by causing changes in the relative prices of goods.

If the effect of the social

security tax is to raise the prices of some goods relative to others, it
may tend to reduce the demand for these higher-priced goods.

In such in-

stances, production of these goods will be less than it would have been
in the absence of the tax.

The social security taxes tend to have the

effect of transferring purchasing power from the private sector of the
economy.
Clevenger and Orth have argued that this is, in fact, the only
logical purpose of taxes to transfer purchasing power so as to avoid
inflation. 5
It is of vital importance to know the extent of coverage of the
social security act, and the level of benefits has been increased to
reflect changing prices and levels of Jiving.
to be done.

But much still remains

No program geared as closely to the needs of the people

as old-age, survivors, and disability insurance can remain static.

On

the basis of the record, there is every reason to anticipate that social
security will continue in the best traditions of society.
~ilbur J. Cohen said:
• • • Today the social security program covers almost all
people who work for a living and provides payments not only
to retired people but also to dependents of the retired, to
disabled people and their dependents, and to the families of
insured workers who have died. The level of benefits provided by the program has been increased from time to time to
reflect changing prices and levels of living.6
5
rhe Committee on Public Finance, op. cit., pp. 392-393 .
6wilbur J. Cohen, "Edwin E. itte (1887-1960): Father of Social
Security," Industrial and Labor Relations Review, Vol. XIV (October, 1960),
p. 8.
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William H. Anderson argues that:
••• The social security tax system tends to be rigid. The
tax rates are fixed by statutory enactment, and similarly there
is incorporated into the Act a fixed scale of benefits regardless of price levels, individuals' problems, and family needs.7
Economic Effects of Social Security Taxes on Consumptions.-One of the most serious controversies relating to economic effects
of social security taxes has arisen over the matter of consumption.
Hence, there are opposing points of view.

Consumption taxes are

levies upon commodities and transactions whose ultimate "incidence
usually falls upon the consumer in the price paid for goods or services.8
Professor Earl Clevenger and Andrew P. Orth argue that:
Social security taxes have been criticized as regressive • • •
for requiring payments from those whose salaries are pitifully
inadequate to purchase the necessary requirements for a decent
standard of living. The criticism can be parried by pointing
out that this is not the fault of social security tax legislation but rather of the allocation of the national income and
the low standards set by minimum wage legislation.9
Clevenger and Orth also stated:
Social security taxes are levied on a flat rate and are applied to incomes before cost of living deductions have been
made. This gives these taxes a more undesirable effect upon
total individual satisfaction than income taxes with graduated
rates and personal exemptions. The method of collection has
been justified by the way the collections are spent.10

York:

7
William H. Anderson, Taxation and the American Economy (New
Prentice-Hall, Inc., 1952), p. 474.

8John F. Due, "Incidence of a General Sales Tax," Public Fi~ , Vol. V (May, 1950), p. 223.
9 Toe Committee on Public Finance, op. cit., pp. 392-393.
lOibid., p. 392.
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Also stated by the above authors were the facts that:
The expansion of total individual satisfactions through tax
collection and payment of old age benefits and pensions is much
less certain than that which arises from the financing and payment of unemployment benefits. The chief reason for this is
that fifty per cent of the, FICA (Federal Insurance Contribution Act) tax is paid by individuals when the income is often
needed to support a growing family, and the ability to enjoy
consumption satisfactions is high. Moreover, the benefits are
paid when the ability to enjoy consumption satisfactions has
usually decreased.11
The relationship between contributions and benefits in the
case of typical couples is illustrated in Table I below, entitled
Old Age Survivors Insurance Benefits.

The assumption that may be

seen here is that the social security taxes paid by couples are minimum as compared to benefits received from the taxes.

Hence, the

benefits received from the taxes tend to increase consumption.
Assuming that the benefits received are spent rather than saved.

11 Ibid., p. 393.
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TABLE I
OLD AGE SURVIVORS INSURANCE BENEFITS

The Relationship between Contributions and Benefits in the case
of "typical couples" has been illustrated as follows:
What they pay

To get back
Husband began paying at start of
collections in 1937, when he was
42;

$1,100

retires this year at 65

$30,000

Husband began paying in 1937, at
age of 21;
$4,947

retires in 1981 at 65

$26,600

Husband joins program in 1969
when maximum 4 per cent tax is
reached.
$9,588

retires in 2016

$27,000

In view of the above, there seems to be considerable question
about the program being "clearly understood."

12Allen D. Marshall, "Social Security at the Crossroads," Industrial and Labor Relations Review, Vol. XIV (October, 1960), p. 116.
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The consumer tends to bear a portion of the burden of social
security taxes as the result of purchasing the end product.

In addi-

tion to consumption of the end product, the cost of production tends
to be a major factor in determining price.

The reduction in sales

caused by increased social security taxes and decreased purchasing
power will lesson the total volume of output and employment, except
as checked by the rise in consumption as people use part of the income saved to meet the higher prices.

The increased social security

taxes appear as an increase in the cost of production.

A cost of

production is a payment necessary to secure enough of the factors of
production to produce desired output.
Jules H. Berman has said:
The incidence of the payroll taxes on thos workers least able
to pay exerts, over the long run, a persistent downward pressure
on the current annual level of consumption. When the available
amount of money cannot keep up with the supply of consumers good,
large annual deductions mean a piling up of merchandise and a
resultant loss of income to the producer. To this extent the
general net effect of the payroll taxes is deflationary and will
remain so as long as revenues secured from taxation exceed benefit payment.13
The Shifting and Incidence of Social Security Taxes on the Employee.--It is essential to know who bears the burden of the taxes
levied.

To know whether a tax on a given commodity is likely to be

shifted, it is necessary to ascertain whether the conditions of production and sale for that commodity make it possible for its price to

13Jules H. Berman, "Public Assistance Under the Social Security
Act," Industrial and Labor Relations Review, Vol. XIV (October, 1960),
pp. 88-89.
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be raised so as to pass the amount of the tax on to the consumer or employee or both.
Philip E. Taylor has said that:
Knowledge of the shifting and incidence of a tax levy is of
primary importance in determining the location, the weight of
the tax burden, and the social and economic effects of the tax.
The principles become peculiarly significant when considering
the payroll taxes for social security because of the "social
objectives" incorporated directly into the tax measure. Three
distinct taxes warrant consideration; the impact of one falling
directly on the employee and the impact of the other two falling directly on the employer.14
Incidence of tax on employee will center first on the income
tax levied on the wage of the employee.

Three alternatives suggest

themselves as indicating the possible incidence of the tax, namely:
First, tax remains on the employee, secondly, tax is borne
by the employer, or third, tax is shifted backward in reduced
costs of one or more of the factors of production. Most of
the information available about the process of shifting of
taxes leads to the conclusion that this tax rests finally at
the point of impact • • • the worker.15
In the first place, the social security tax is still small-only

3½

per cent for employee and employer.

That rate even on a

small wage provides little incentive to the employee to shift the
tax.

In the second place, the tax is in effect a means of compulsory

saving which will result in ultimate benefit to the taxpayer.

Many

workers, as reflected in Table I entitled Old Age Survivors Insurance
Benefits, will receive benefits larger than the accumulated tax so that
this, too, acts as a restriction on the desire to shift the burden elsewhere.

Even assume the rate is increased to

4½

per cent in 1969, benefits

14 Philip E. Taylor, "The Shifting and Incidence of Social Security
Taxes," American Economic Review, Vol. XXXXI, No. 4 (May, 1960), p. 560.
15 Ibid., p. 560.
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to be received will probably still outweigh the tax burden as shown in
Table I.

In the third place, the tax on the employee is becoming more

universal as the coverage is extended, so that migration to other employment is not likely.

These factors lend validity to the theory that

a portion of the social security taxes rests on the employee, and they
illustrate the difficulties of shifting the tax either forward or backward.
The Shifting and Incidence of Social Security Taxes on Employer.-The social security taxe represents a potential or actual added cost to
the employer.

Presumable the employer will try to shift this tax to con-

sumers or employees or both.

The strength of his desire to shift will be

affected by the importance of his labor costs to total costs.

The higher

the proportion of labor costs to total costs, the greater is his incentive
to shift.
Since the other two payroll taxes fall directly on the employer,
these will be considered together.

These taxes can also have as their

final incidence the employer, the consumer with the tax shifted forward
in higher prices, or the employeee with the tax shifted backward in lower
wages.

Opinions among authorities concerning the incidence of these two

taxes are divided.

Professor Withers feels that:

"The major weight of

the taxes, however, is on consumptions since most of the burden is undoubtedly transferred to the consumer. 1116 On the other hand, Professor
Taylor presents strong arguments to support the theory that:

"The major

16wi11iam Withers, "An Appraisal of Social Security Levies,"
American Economic Review, Vol. XXXI, No. 4 (May, 1961), p. 227.
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part of the incidence of the excises is upon labor in the long run. 1117
Sufficient confusion exists to warrant the conclusion that the incidence of these taxes cannot be preducted with any great degree of
assurance.

On the whole, a safe conclusion would seem to be that:

"It is divided among employers, labor, and consumers, but in what
proportion cannot be definitely said."18
Certain observations regarding the incidence of the employer's
excise taxes are definitely in order.

There is little question that

the employer will attempt to shift the tax rather than pay it himself.
The total rate of the two payroll taxes paid by employers at the present time is 7 per cent.

(3½% employee and 3½% employer).

If, of

course, the employer is entitled to merit rating credit, this rate
is somewhat reduced.

However, the total amount of tax paid still

represents a substantial amount of money to be allocated to social
security taxes each month.

To illustrate, assume that an employer

of ten employees in a covered industry pays each employee an annual
wage of $4,000.

At the 7 per cent rate his total tax for the year

would be $2,800, which would amount to $233.33 a month.

This repre-

sents a relatively high fixed cost that the employer will attempt to
shift if at all possible.
Moreover, the arguments favoring a shifting of the social
security tax to the employee in lower wages are the same as those

17
18

Taylor, op. cit., p. 561.

Harold M. Groves, "Payroll Taxes and Social Security,"
American Review, Vol. XXXI, No. 4 (March, 1962), p. 148.
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employed to substantiate the conclusion that he bears the impact of the
tax levied on him for old age benefits.

Hence, the social security tax

represents a special benefit to the employee over and beyond what he
contributes; employee cannot migrate easily to escape the tax; and wages
are susceptible to tax shifting.

There are a number of reasons for be-

lieving that social security taxes are shifted forward to the consumer
in higher prices.

The taxes have many of the characteristics of con-

sumption taxes and tend to be considered as costs of production.

As

costs of production, the consumer can be expected to pay them in the
purchase price of the commodity.
on gross income.
See Table II.

The social security taxes are levied
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TABLE II
THE FOLLOWING TABULATION SI-DWS THE CONTRIBUTION
RATES EFFECTIVE FROM 1937 THROUGI 1959 AND THE SQ-IEDULED
RATES FOR 1960 TO 1969.*

YE AR

EFFECTIVE CONTRIBUTION RATES
On Taxable
Earnings
of

Employees

Employers

%

%

%

1937-49

1

1

$3,000

1950

l½

1t

-

1951-53

1.1..
2

l½

2i-

3,600

1954

2

2

3

3,600

1955-56

2

2

3

4,200

1957-58

2¼

2¼

3 3/8

4,200

1959

~

~

3 3/4

4,800

1960-62

3

3

M-2

4,800

1963-65

3½

3½

1966-68

4

4

*

4,800

6

4,800

1969 & thereafter

M-2

4k-2

6 3/4

4,800

Self-Employed

3,000

*U.S. Department of Health, Education, and Welfare, The Social Security Act: Its First Twenty-Five Years (U.S. Government Printing Office,
Washington), p. 27.
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Economic Effects of Social Security Taxes on Income Distributions.--If it is assumed that the contributions made by employers are
passed on in higher prices, as they are during a period of prevailing
sellers' market, these contributions are paid largely by the employees
in the middle and upper income groups whose share in the nation's total
consumption is highest.

It is also likely that social insurance tax

payments made by employers for upper-income wage earners are most
readily shifted backward in lower wages.

For the wages received by

these workers include a surplus above the requirements of subsistence
which can be reduced more easily than money income required for subsistence.

The basis for assessing taxes has been property and income

with emphasis placed upon income.
Lindholm and others stated:
The social security taxes paid by employees come largely from
industrial and commercial employees • • • the middle income
groups • • • • A small proportion of social security taxes is
paid by the low income groups. The income of these groups is
frequently obtained from annuities, old age benefits, relief
and assistance payments, and occupations not covered by the
social insurance programs • • • • The amount of the contributions made by persons in the higher income groups is restricted
by the social security legislation providing the payment of taxes
on only the first few thousand dollars of income. The net effect
appears to be a slight betterment of the relative position of the
middle income groups.19
It is apparent that our tax system needs investigation to determine shifting of the burden of taxes.
creased social security taxes?

Who should bear the burden of in-

Is it that the tax should be borne by

the employer and employee jointly or consumer? Whatever shifts are taken

19 The Committee on Public Finance, op. cit., p. 394.
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should be as feasible as the situation demands without effecting the low
income groups.
Perhpas the most important characteristic of coverage as illustrated in Chart 1, entitled OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE
CX>VERAGE, is that the social security act embraces all kinds of workers
in one comprehensive social insurance system.

The unified coverage of

social security is in part a reflection of the greater mobility of the
labor force.

The employee has assurance of continuous coverage during

all phases of his working career.

On the other hand, the chart shows

an increase beginning with 1940, there were thirty million workers and
in 1960 approximately sixty-two million workers covered by old-age, survivors, and disability insurance.

Hence, an increase was shown to be

thirty-two million workers in a period of twenty years.
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CHART 1.--0ld-Age, Survivors, and Disability Insurance and Total
Paid Employment, Mid December, 1940-60.
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The income and expenditures of the old-age, survivors, and disability insurance program was illustrated in Charts 2 and 2a respectively.
In Chart 2, entitled OLD-AGE AND SURVIVOR'S INSURANCE, was estimated
total income, contributions, expenditures and interest for years 1940 to
2000 and the billions of dollars have been paid each year on an increase
base.

Chart 2a, entitled DISABILITY INSURANCE, was estimated that bil-

lions of dollars are spent yearly for disabled workers.
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Chart 2.--Income and expenditures of the old-age, survivors,
and disability insurance program, 1940-2000. 1
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Chart 2a.--DISABILITY INSURANCE.
Billions of dollars
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Social Security Payments.--It is assumed here that some thought
should be given to social security payments.
covered by the social security law?
payments from social security?

What it does?

Who is

How much work is needed?

Who gets

These and other questions are considered

in this segment.
Old-age, survivors, and disability insurance benefits are cash
payments to replace part of the earnings that are lost because of the
retirement or death of the worker or because one is disabled.

Assume

you work in employment or self-employment covered by the law, you make
social security tax contributions during your working years.

These

contributions go into trust funds separate from all other funds held
by the government.

Payments are made from these trust funds to you

and family if you are disabled, to you and your family after you retire,
and to your family in case of your death.

If you are employed, you and

your employer share the tax; if you are self-employed, the rate of your
tax is three-fourth as much as the total tax of employer and employee
on the same amount of earnings.

The amount of your payments to you

and your family depends on the amount of your average earnings as
reflected in Tables III and IV entitled s:)CIAL SECURITY tvONTHLY RETIREMENT AND DISABILITY PAYMENTS and tvONTHLY SURVIVORS INSURANCE PAYMENTS.
Table V entitled FEDERAL AND FEDERAL-STATE PROGRAMS UNDER THE
$)CIAL SECURITY ACT has indicated that nine programs are operated by
the Social Security Act.

The nine programs under the Act, eight are

supervised directly by the federal government and that is old-age,
survivors, and disability insurance.

TABLE III
SOCIAL SECURITY IDNIBLY RETIREMENT AND DISABILITY INSURANCE PAYMENTS

Average Yearly
Earnings
After 1950

$

800 or less

Retirement Benefit at 65 or
later, or Disability Benefit

Retirement Benefit for Worker,
Starting at Age-62

Wife of Retired Worker Starting at Age--

63

64

62

63

64

65

40.00

$ 32.00

$ 34.70

$ 37.40

$15.00

$16.70

$18.40

$20.00

1,200

59.00

47.20

51.20

55.10

22.20

24.60

27.10

29.50

1,800

73.00

58.40

63.30

68.20

27.40

30.50

33.50

36.50

2,400

84.00

67 .20

72.80

78.40

31.50

35.00

38.50

42.00

3,000

95.00

76.00

82.40

88.70

35.70

39.60

43.60

47.50

3,600

105.00

84.00

91.00

98.00

39.40

43.80

48.20

52.50

4,200

116.00

92.80

100.60

108.30

43.50

48.40

53.20

58.00

*4,800

127.00

101.60

110.10

118.60

47.70

53.00

58.30

63.50

$

*Source: U.S. Department of Health, Education, and Welfare, Social Security Administration
(Washington: U. S. Government Printing Office, 1961), p. 1.
(J\
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TABLE IV
M::>NlliL Y SURVIVORS INSURANCE PAYMENTS

Average Yearly
Earnings
After 1950

$

800

Widow, Widower
62 or over
or 1 aged
Parent alone
$

40.00

Widow Under 62
and one Child

$

60.00

Widow Under 62
and two
Children

$

60.00

1,200

48.70

88.50

88.50

1,800

60.30

109.60

120.00

2,400

69.30

126.00

161.60

3,000

78.40

142 .60

202.40

3,600

86.70

157.60

236.40

4,200

95.70

174.00

254.00

*4,800

104.80

190.60

254.00

*Source: U. S. Department of Health, Education, and vVelfare,
Social Security Administration (Washington: u. S. Government Printing
Office, 1961), p. 2.

TABLE V
FEDERAL AND FEDERAL-STATE PROGRAMS UNDER TI-IE OOCIAL SECURITY ACT

Social Security

Local Employment
Office-State
Department of
Employment

Local Welfare Agency - State
Department of Public Welfare

Old-age, Survivors, and
Disability
Insurance

Unemployment
Insurance
and
Employment
Service

Old-age
Assistance

Aid to
dependent
Children

Aid to
blind

Local Health
Department of
Public Health

Aid to
disabled

Child
Welfare

Maternal
and
Child
Health
Services

*Source: U. S. Department of Health, Education, and Welfare, Social Security in the United
States (Washington: U. s. Government Printing Office, 1959), p. VI.

Services
to crippled
Children

"'
"'
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Who Is Covered by the Social Security Law?
in commerce and industry.

The people employed

People self-employed in a trade or business.

The regularly employed farm and household workers.

Some employers of

non-profit organizations are covered by social security.

Many self-

employed professional people includes farmers and ministers.

The mem-

bers of the uniformed services on active duty are covered by social
security.
Who Gets Social Security Payments?

If you retire at the age of

sixty-five, or in a reduced amount at the age of sixty-two, you as a
retired worker receive payments based on average yearly earnings.
wife sixty-two or over receives payments.

A

A child under eighteen or a

child over eighteen if disabled before the eighteenth birthday will
receive monthly payments.

A wife, regardless of age, if caring for

child are entitled to benefits.

In case you are disabled or dependent

husband sixty-two will receive monthly payments based upon average yearly earnings.
How Much Work You Need?

The work needed to qualify for monthly

retirement payments at sixty-two or later, to get monthly payments in
case you are disabled, or to make payments possible for your family in
case of your death; you must have credit for work covered by the social
security law over a certain period of time.

The work required may be

performed either before or after you reach the age of sixty-two.
The Table VI entitled HOW MUOI WORK YOU NEED shows approximately
how much work you need to make payments possible.

If you are a man, the

amount of work you will need depends on the date you reach sixty-five
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TABLE VI

HOW MUQ-l WORK YOU NEED

If you reach 65 (62 for
women) in

1960
1961
1963
1965
1967
1969
1971
1973
1975
1977
1979
*1991

For retirement benefits you'll
need this much work

. . . . . . . . . . . . . 2t years
. . . . . . . . . . . . . . . 2½ years
.............
3 years
. . . . . . . . . . . . . . . 3½ years
.
. . . . . . . . . . 4 years
... ..
. . . . 4 years
....
. . . . 5 years
. . . . . . . . . . . . . . . . . ~ years
. .......
. . . . 6 years
. .. . ....
. . . . ~ years
. . . . . . . . . . . . . . . . . 7 years
10 years
or later . . . . . . . . . .

*Source: U. S. Department of Health Education, and Welfare,
Social Security Administration ( ashington: U.S. Government Printing Office, 1961), p. 3.

69
years of age.

If you are a woman, the amount of work you will need

depends on the date you reach sixty-two.
Survivors insurance benefits may be paid to certain dependents
assuming at the time of death you have as much work to your credit as
the table shows, or if you have as much as one and one-half years of
work in the three years before your death.
For disability insurance payments, you must have a total of at
least as much work as the table shows.

In addition, at least five years

of work must have been in the ten years before disability began.
The Table VII to follow shows the number of persons receiving
payments and the amount of such payments under social insurance and related programs and public assistance in 1958.
sixty-five and over numbers 15,041,000.

The population aged

Persons under social insurance

and related programs covered by old-age, survivors, and disability insurance are 8,738,100.

The amount of payments for old-age, survivors, and

disability insurance are $6,476,669.

The persons covered and the amount

paid give a vague picture as to the need for the Social Security Programs.
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TABLE VII
PEROONS RECEIVING PAYMENTS AND Il-lE AWOUNT OF SUQ-i
PAYMENTS UNDER S)CIAL INSURANCE AND RELATED PROffiAMS
AND PUBLIC ASSISTANCE IN 1958

Personsl
Total civilian population July 1, 1958
Annual average number of employer persons in labor force • • • • •
Population aged 65 and over July 1,
1958

. . . • • . . . . • . . . • .

Population under age 18, July 1, 1958.
Gross national product • • • • • • • •

Amounts (annual
Expenditures,
000 omitted)

171,433,000
63,966,000
15,041,000
61,238,000
$437,700,000

S)CIAL INSURANCE AND RELATED PROGRAMS
Total
Old-age retirement
Old-age, survivors, and disability
insurance
•••••
Railroad retirement. •
• ••
Federal civil service • • • • • • •
Other Federal contributory • • • •
Federal noncontributory • • • • • •
State and local government retirement3
Veterans' program • • • • • • • • •
Survivorship:
Monthly benefits
• •
• ••
Old-age, survivors, and disability insurance • • • • • •
Railroad retirement • • • • • •
Federal civil service • • • • •
Other Federal contributory • • •
Federal noncontributory • • • •
State and local government
retirement3 • • • • • •
Veterans' program • • • • • • •
Workmen's compensation4 • • • •
Lump-sum payments • • • • • • •
Old-age, survivors, and disability insurance • • •
Railroad retirement • • • • • •
Federal civil service
•••
Other Federal contributory.

(2)
(2)
8,738,100
383,300
227,300
3,100
139,400
465,000
44,300
(2)

20,026,599
8,516,344
6,476,669
449,411
439,133
6,523
403,086
685,000
56,522
2,886,081

2,812,200
231,300
106,200
400
2,500

1,720,146
153,947
72,129
763
2,843

57,000
1,190,000
(5)

57,000
794,253
85,000
245,497
132,908
19,908
11,551
1,465
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TABLE VII--Continued
Persons 1
State and local government
retirement3 • • • • • •
Veterans' program • • • • • •
Disability • • • • • • • • • • •
Old-age, survivors, and disability insurance • • •
Workmen's compensation4 • • •
Veterans' program
• •
Railroad Retirement • • • • •
Federal civil service
Other Federal contTibutory
Federal noncontributory • • •
State and local government
retirement3 • • • • • • • •
State temporary disability
insurance6
••••
Railroad temporary disability
insurance • • • • • • • • •
Unemployment • • • • • • • • • • • •
State unemployment insurance.
Railroad unemployment insurance • • • • • •
Veterans' legislation

(2)

Amounts (annual
Expenditures,
000 omitted)
55,000
24 ,764
4,087,072

2 ,911,800
92,600
84,700
300
85,200

246 ,202
650,000
2,325 ,693
121,329
114,608
375
228,166

47,000

77,000

99,200

272,579

30,500
(2)
2,255,000

51,920
4,290,805
3,979,946

129,800
67,200

228,824
82,035

(2)
(2)
2,452 ,ooo
2,850,000
110,000

3,433,296
3,039,998
1,829,449
895,006
87,347

328,000

228 ,196

434,000

307,244*

205,100
(5)

PUBLIC ASSISTANCE 7

.........
.......
.....
.. ..
... .
General Assistance (cases)lO
..
Total 8 •
Federal-State programs
Old-age assistance.
Aid to dependent children9
Aid to the blind.
Aid to the permanently and
totally disabled
•

1 Population as of July 1, 1958, for continental United States;
other figures include data for Alaska, Hawaii, Puerto Rico, and the
Virgin Islands where appropriate. Beneficiary data represent average
monthly number except unemployment insurance and temporary disability
insurance which are average weekly or biweekly number and public assistance recipients which are as of December, 1958.
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2 The

number of persons cannot be totaled, because a person may
be receiving payments under more than one program.
3 Preliminary.

Unders survivorship, number represents families.

4 Preliminary.

A small but unknown amount of lump-sum death
payments included with monthly survivor payments. Disability benefits
exclude payments for medical care.
5Not available.
6
Excludes private plan beneficiaries in California and New
Jersey. Includes maternity data for Rhode Island. Excludes hospital
benefits in California, and hospital, surgical and medical care benefits paid under approved plans in New York.
7Except for general assistance, includes persons receiving
assistance for medical care only and amounts paid directly to the
suppliers of such care.
8rotal exceeds sum of items because of inclusion of vendor payments for medical care from general assistance funds and from special
medical funds.
9Number represents 2,185,000 children in 756,000 famili~s, plus
1 parent or other adult relative in families in which the requirements
of at least l such adult were considered in determining the amount of
assistance.
10 Includes 1,245,000 persons.
*Source: U.S. Department of Health, Education and Welfare,
Social Security Administration (Washington: U.S. Government Printing Office, 1959), pp. 57-58.
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Robert Tilove argues that:
••• both the timing of the social security act and timing in
the spread of private pension plans are attributable to the depression • • • • Our society represents a complete integration of
highly specialized individuals and units and that one of the few
constants of that society is change • • • • The people who comprise
that society cannot • • • be assured that they will continue over
long periods undisturbed in their economic grooves.20
The movement toward private pensions did not gather momentum,
however, until economic recovery was well undeIWay.

The pace quickened

noticably as reflected in Table VIII with World War II.

At the end of

1940, private pension plans had almost doubled coverage of 1935.

In

1950, private pension plans coverage were 9.8 million, hence, in 1958,
private pension plans coverage were 19.0 million which illustrates an
increase of 10.0 million persons in eight years.

The assumption is

that private pension plans tend to increase coverage for most employees.
The relationship between social security taxes on income distributions and private pension plans is that each is a means to provide
security in old-age.

The financing of social security is provided by

by employer and employee.

The financing of private pension plans are

provided by employer and employee respectively.

The two programs serve

as a solution for redistributing income.
Where benefits are related to final pay, that is, based on
earnings in the years close to retirement in order to avoid
long, term devaluation of the accrued retirement income, the
benefit accrual rate is generally lower. The fact that final
pay is a higher base for determining benefits no doubt compensates for the lower accrual rate.21

20 Robert Tilove, "Social and Economic Implications of Private
Pensions," Industrial Labor Relation Review, Vol. XIV (October, 1960),
pp. 24-25.
21
Ibid., p. 25.
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TABLE VIII
PRIVATE PENSION AND DEFERRED PROFIT-SHARING PLANS:
ESTIMATED OOVERAGE, (X)N1RIBUTIONS, RESERVES,
AND BENEFITS PAYMENTS, 1930 - 195sa

YEAR

Coverageb
End of yr. (M)s

Contributions (B)s Reservesc
Employer Employee End of yr. (B )s

Amt. of Benefit Paymentd
(M)s

1958
1957
1956
1955
1954

19.0
17.7
16.3
15.2
14.l

$4.0
3.9
3.5
3.2
2.9

$.7
.7
.6
.6
.5

$39.3
34.7
30.3
26.5
23.0

$1,300
1,150
1,010
860
720

1953
1952
1951
1950

13.1
11.6
10.9
9.8

2.9
2.5
2.3
1.8

.5
.4
.4
.3

19.8
16.9
14.2
11.7

620
540
460
380

1945
1940
1935
1930

6.4
4.1
2.7
2.7

.8
.2
.1
.1

.2
.1
.1
.1

5.4
2.4
1.3

220
140
100
90*

.0

aincludes pay-as-go, nonprofit organization and union pension
plans, and deferred profit-sharing plans. Excludes railroad plans,
except those supplementing the federal railroad retirement program.
In 1930, private railroad plans, most of them since discontinued,
covered an average of 1.3 million employees and paid about $30 million
in benefits to about 50,000 beneficiaries; in 1935, they covered an
average of 1.1 million workers and paid about $40 million to about 60,
000.
bExcludes pensioners.
cooes not include reserves of intraunion (nonnegotiated) plans.
dincludes lump sums under deferred profit-sharing plans.
*Sources Social Security Administration, Division of the Actuary;
1958 asset figures from Securities and Exchange Commission and Institute
of Life Insurance.
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The combination of social security and private plan benefits
provides retirement income which is a much higher percentage of preretirement income for the low--paid than it is for other employees.

The

practive apparently is to provide substantially more, than fifty per
cent of pay for the lowest-paid employees and to graduate the benefits
upward for the higher-paid, but without a constant percentage relationship of benefits to earnings.
The sensational growth of pension fund reserves and their investment has aroused strong interest.
lion in 1940.

Pension fund reserves were $2.4 bil-

By the end of 1958, they had grown to $39.3 billion.

Economic Effects of Social Security Taxes on Investment.--Social
security taxes tend to retard the expansion of investment.

It is obvious

that if a higher tax is placed on new industry for social security benefits, new industry tends to decease.
The states are required by the Bureau of Employment Security
to levy the unemployment tax on new firms at a rate of 2.7 per
cent. The Advisory Council recommended the abandonment of this
provision after the establishment of their minimum rate (1.2
per cent) proposal. Since the tax now paid by employers in a
new or seasonal industry is greater than that paid by wellestablished industries with regular employment, the heaviest
burden is apt to fall on the firms least able to bear it,
tending thus to retard the expansion of investment. One reason
for the higher unemployment tax rates on new firms is the heavier drains that they make on reserves; this is the only reason
for the greater tax on seasonal firms.22
There is, according to this view, a question as to how for the
government should go in the redistribution of income, and the proposed
plan would take from the new firms the amounts required to relieve the

22 Lin
. dh olm and others, op. cit., p. 384.
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heavier drains on reserves.

The American system of free enterprise, and

our federal form of government with its decentralized power and great
opportunities for initiative, have developed a high level of productivity.

23

The Effects of Flexible Social Security Taxes on the Economy as a
Whole.--The taxes levied under the Social Security Act are considered payroll taxes.

It is suggested that those which fall on the employees operate

as a crude tax, for all employees who come under the act pay the same percentage of their wages up to a maximum income of $4,800.

The social

security paid by the employer will tend to be shifted to either the employees or consumers.

The fixed rate inherited in the social security act

does not permit flexibility, hence, the social security taxes appear to be
static.

Moreover, the fixed rate is reflected in necessary amendments to

the social security act in order to meet the increasing demands of the
public.
A flexible social security tax would automatically decrease collections during deflation and increase during inflation.

Actually, this

type of desirable flexibility exists to some extent when the rates remain
constant, because identical rates are applied to a lower wage base during
a depression and a higher wage base during prosperity.

The size of the

base changes because wages and employment are reduced during a depression
and increased during prosperity.

However, the advocates of flexible

social security tax rates favor a more rapid reduction of tax payments
than occurs through a mere reduction of the base.

23 Ibid., p. 384.
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Richard A. Lester has said:
Because of the use of experience-rating schemes, the unemployment tax rate, after a brief lag, increases during a depression
and decreases during prosperity. The use of experience ratings
has largely eliminated the desirable flexibility of the unemployment tax payments, which was originally provided through fixed
rates and a variable base. The problem of flexible tax rates
includes more than merely determining that rates shall or shall
not be flexible; it requires determining the time, direction,
degree of change in rates, and source of funds when resources
are exhausted.24
The underlying fallacy of flexible rate schemes is that it is
doubtful that the portion of the tax reduction which the employer obtains will be utilized to decrease prices or increase wages if the
flexible social security tax is to result in the desired cylical effects.
The existing prevalence of monopoly and the employer's realization that
the lower social security tax is only temporary.
become an accepted part of social responsibility.

Social security has
The broad social ob-

jectives inherent in social insurance are compatible with the general
welfare.

2 ¾ichard A. Lester, "Financing of Unemployment Compensation,"
Industrial and Labor Relations Review, Vol. XIV (October, 1960), p. 54.

CHAPTER VI
SUMMARY, CONCLUSIONS AND REOJMMENDATIONS
Summary.--In the last decade, there has been an increasing tendency
on the part of government to take upon itself increased governmental functions relative to public welfare considerations.

One expression of this

interest is reflected in the several modifications and additions to the
Social Security Act of 1935.
The prevailing philosophy of social security during the period in
question was based upon the common law doctrines of reasonable care, assumption of risk, contributory negligence, and co-service.

The law attempted to

unify the legal relationships between employer and employee regarding compensation for injuries.
The origin of the social security act developed from existing conditions of the economy.

The underlying conditions of the economy suffered

because of the ills inflicted by the Great Depression of 1929.

During the

Great Depression of 1929, it became apparent that the responsibility to
provide public assistance to the needy, aged, handicapped and children
rested with local communities and states.

During this period, the demand

for public assistance became so great that it became clearly recognized
by the local communities and states that they could not meet the increasing demands for public assistance under existing plans.

In recognition

of these demands by the federal government, initial aid to the states
came in the form of federal grants.
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The prevailing philosophy toward the role of public assistance
prior to the turn of the century gave way to a new philosophy centering
around the well-being of the individual.

The new philosophy illustrated

that destitution can result not only from personal neglects, but from
forces over which the individual has no control.
Social security taxes are largely additional expenditures similar
to other costs of production.

The portion of the taxes paid by the em-

ployee constitutes a reduction of employee income and is similar to a
flat-rate income tax levied on wages.

The workers on whose salary the

social security tax is levied may be able to shift it in higher wages.
Assume this is the situation and the employer can pass the added expenditure forward in higher prices, workers in uncovered industries will
have had their real wages reduced.

The conditions necessary for this

sort of shifting of social security taxes are similar to those required
to shift income taxes on wages.
The assumption is that the employer is in a position to shift the
portion of the social security taxes that he pays.

Assume that business

is good and a sellers' market exist, the employer would find it relatively
easy to shift the tax forward to his consumers in the form of higher commodity prices.

If business is bad and there is widespread unemployment,

the employer would find it increasingly difficult to shift the tax in
higher commodity prices but increasingly easier to shift it backward in
lower prices for labor.

The shift-ability of the social security taxes

depend upon the factors involved, the demand for the product, a sellers'
market, commodity prices and employer.
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Social security taxes affect the allocation of resources by causing changes in the relative prices of goods.

If the effect of the social

security tax is to raise the prices of some goods relative to others, it
may tend to reduce the demand for these higher-priced goods.

In such

instances, production of these goods will be less than it would have been
in the absence of the tax.
It is of vital importance to know the extent of coverage of the
social security act, and the level of benefits has been increased to
reflect changing prices and levels of living.

But much still remains

to be done.
Hence, it is essential to know who bears the burden of the taxes
levied.

To know whether a tax on a given commodity is likely to be

shifted, it is necessary to ascertain whether the conditions of production and sale for that commodity make it possible for its price to be
raised so as to pass the amount of the tax on the consumer or employee
or both.
The taxes levied under the Social Security Act is considered
payroll taxes.

It is suggested that those which fall on the employees

operate as a crude tax, for all employees who come under the act pay
the same percentage of their wages up to a maximum income of $4,800.
The fixed rate inherited in the Social Security Act does not permit
flexibility, hence, the social security taxes appear to be static.
Conclusions.--In conclusion, the writer desires to point out
that social security has changed from its beginning to the present.
The many changes in the Social Security Act are seen in the amendments
to the act.
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Public assistance had its origin with the beginning of the colonies, as the colonies grew into a nation, the need for public assistance
developed along with the nation .
the Social Security Act .

Public assistance is only one phase of

Old-age , survivors, and disability insurance is

the other major phase of the Social Security Act which is administered by
the federal government.
Social insurance differs from public assistance in two distinct
ways .

First , social insurance is financed through tax levies made for

that purpose, whereas public assistance is financed through general tax
funds, and second, social insurance, with certain exceptions, is paid
as a matter of right, whereas public assistance is paid on the basis of
need .
Social security taxes are added expenditures which increase the
cost of production .

The portion of the social security taxes paid by

employees constitutes a reduction of employee income .

The employer is

in a position to shift the portion of the social security taxes that
he pays forward in higher prices or backward in lower wages .

Social

security taxes are accepted by employees because of security furnished .
Recommendations .--The writer suggests the following recommendations :
1.

A flexible tax rate be established in regard to social security taxes whereas the rate rise and fall in respect to the
conditions of the economy .

2.

Medicare should become a part of the So cial Security Act .
It should function under the act as one of the Programs to
maintain security for the old- age .
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3.

The overall Social Security Act should be administered
such that planning would be for the long-run in the economy
rather than the short-run, thereby eliminating periodical
amendments to the act .

4.

Public assistance should be based upon need rather than
personal factors in regard to benefits received.

5.

In any attempt to increase the social security taxes, one
should study the possibility of shifting the tax to employees or consumers.

6.

The general public and the working class should be enlightened in regards to social security taxes. It is advis able
to check one 's account each year.

It is the writer's hope that the above suggested recommendations
would prove valuable toward studying, understanding, planning, and administering the Social Security Act .
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